Massachusetts Electric

A National Grid Company

December 17, 2004

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Station

Boston, MA 62110

Re: D.T.E.(2-79/03-124/03-126
Dear Secretary Cottrell:

On behalf of Massachusetts Electric Company, Nantucket Electric Company
(together “Mass. Electric” or “Company™), and New England Power Company (“NEP"},
we are responding to the comments of the Division of Energy Resources, The Energy
Consortium, and the Northeast Energy Efficiency Council, Inc. (together the
“Restructuring Signatories™), the Massachusetts High Technology Council (*“MHTC”),
Constellation NewEnergy, Inc. and Constellation Energy Commodities Group, Inc.
(together “Constellation”), and Dominion Retail, Inc. (“Dominton”) {collectively,
“Commenters”) on the November 18, 2004 Offer of Settlement between Mass. Electric,
NEP, and the Massachusetts Attorney General filed in the above-captioned dockets
(“Settlement™).

The Commenters’ comments relate to the recovery of standard offer supply costs
that will remain at the end of the standard offer period. These costs, estimated to total
$66,359,359, arc listed in Attachment 3 to the Settlement. They include generation
information systemn (“GIS”™) costs, congestion costs, post-standard market design
Independent System Operator — New England (“post-SMD ISQ” costs), renewable
portfolio standards (“RPS™) costs, the estimated 2003 standard offer deferral not
recovered by the end of 2004, and the estimated standard offer deferral at February 28,
2005, As described in Attachment 3 and the Company’s response to Department
Information Request DTE 1-1, these costs are either before the Department in Docket
DTE 03-124 (costs incurred October 2002 through September 2003) or were incurred or
estimated 1o be incurred subsequent fo that time period through February 28, 20085, the
end of standard offer. The Commenters do not contest Mass. Electric’s right to recover
these costs (Restructuring Signatories comments at 3; Constellation comments at 17; and
MHTC at 1 (supporting the Restructuring Signatories’ comments).! Rather, the
Commenters only object to the timing and mechanism for recovery of these standard
offer supply costs.

' Dominion does not specifically address this issue, but appears not to contest the validity of the costs
themselves.
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The deferral, and resulting price path provide significant benefits to customers, and
are key components of the Settlement.

Under the November 18, 2004 Settlement, Mass. Electric will defer standard offer
supply costs until 2010, as provided by Section L. B.5(b} of the Company’s restructuring
settlement in BLP. U./D.T.E. 96-25 {“Restructuring Settlement™}, with interest at Mass.
Electric’s custorner deposit rate. The customer deposit rate is based on the interest rate
for two year treasury bills, which is currently estimated at 1.65 percent. As we explained
in our November 18, 2004 filing Ictter, this deferral at such an attractive interest rate
provides significant economic value to customers, and the economic value that it
produced led to the resolution of the other issues presented by the Settlement.
Specifically, the deferral of supplier related costs at the customer deposit rate provides
$18.2 million of value over a deferral at Mass. Electric’s cost of capital, and the deferral
of unrecovered Standard Offer costs adds another 833.1 million for a total of $51.3
million. This deferral not only provides economic value to customers, 1t mitigates the
rate impact associated with moving from Standard Offer Service to Default Service at the
end of the Standard Offer Service periad in March of 2005. Under the Settlement, typical
bills for an average residential customer increase only 2.2 percent and typical bills for
average small commercial customers decrease slightly by 0.1 percent. The Settlement
thus provides stable rates during transition from standard offer service to default service,
and assures that Mass. Electric’s customers experience a smooth fransition to the shorter
term retail price signal. Under the Seitlement, all retail customers will pay the full price
associated with default service after standard offer service ends.

The Commenters would eliminate the central economic benefit from the
Settlement and as a result undermine the basis for the entire Settlement. As we explained
in the November 18 Filing Letter {pp. 3-4 of the Filing):

Although the Proposed Settlement ascribes different credits and values fo specific
cases and proceedings for purposes of implementing the Proposed Settlement’s
provisions and most effectively mitigating the rate effects that will cecur at the
end of the Standard Offer Service period, the Parties focused on the total value
produced by the Proposed Settlement as the key factor when resolving the
outstanding issued presented in the cases. Individual parties evaluated each case
differently and were able resolve all the cases together because, as a whole, the
Proposed Settlement provided sufficient value to resolve all outstanding issues,
Thus, the Proposed Settiement should be evaluated as a complete package, and
approved or rejected as a whole.

See also paragraph 9 of the Settlement at p. 30 of the Filing. Thus, the Department
should evaluate the issues raised by the Commenters in the context of the entire
Settlement. As we explain below, the entire Settlement is just and reasonable, and the
specific issues that are the focus of the Commenters’ concerns are consistent with prior
agreements approved by the Department, the Department’s prior orders, and the
Department’s policies.






